Toppan Forms Co., Ltd., was established in 1955 with the goal of developing the business forms industry in Japan. Since that time, the Company has built a solid position as an industry leader through continued success in product development activities that have kept pace with the dramatic progress in computing technology.
As a pioneer in the field of data print services (DPS), the Company has made a major contribution to market growth. Also, to increase its comprehensive capabilities as an integrated information management services company, Toppan Forms has accu- In the year under review, the Japanese economy benefited from the Olympics and economic growth in China, and capital investment increased in a wide range of industries. There was a marked improvement in economic sentiment.
Nonetheless, in the business forms market, operating conditions remained difficult. As corporations rationalized operations, they streamlined and networked their information systems, and as a result demand for business forms declined. In addition, changes in procurement practices led to declines in prices. On the other hand, in the year under review, we directly experienced the extent to which markets in our new fields of business have undergone dramatic growth. For example, progress in RFID (radio frequency identification) technology, which is driving the spread of ubiquitous commerce, is accelerating and tests and experiments targeting the commercialization of that technology are getting under way in a wide range of fields.
Although sales of business forms declined, we recorded higher sales of DPS and office supplies. As a result, net sales rose 2.7%, to ¥199.2 billion.
We strove to increase efficiency and introduced rationalization measures throughout our operations, but due to the difficult conditions in the business forms market operating profit was down 13.1%, to ¥13.7 billion, and net income declined 5.6%, to ¥8.3 billion.
There is no question that demand for paper-based business forms is declining due to the streamlining of information systems accompanying corporate reorganizations and to the advance of digitization. However, business forms, which account for 53.0% of our net sales, are a key revenue source for the Company. Furthermore, as an integrated information management services company, we have grown through the incorporation of advanced technologies into business forms products. We have a dominant presence in business forms, with a 34% market share, and there is no question that business forms will remain the Company's foundation.
Q.
How has Toppan Forms positioned its business forms operations, which are facing declining demand? Q.
A.
A.
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Masanori Akiyama
President and CEO
Since the Company's founding, Toppan Forms has responded rapidly and flexibly to changes in the market by combining fundamental technologies cultivated in business forms with other leading-edge technologies. The advent of the ubiquitous society has the potential to dramatically change the social structure. Toppan Forms approaches these types of major changes as opportunities, and the Company will work to build a new foundation for growth through operational development targeting the creation of new demand.
What specific steps is the Company taking to improve profitability?
Q.
We believe that strengthening our profit structure is an important management issue. We are working to improve our gross margins by thoroughly reevaluating our selling and procurement prices and by striving to reduce materials costs. Also, to raise labor productivity, we are taking steps to ensure appropriate human resources allocation on a Companywide basis.
And to improve efficiency in production processes, we are working to achieve full automation of the DPS production process and to build a framework for continuous DOD production utilizing the Internet.
In the future, when it is appropriate given demand trends, we will shift business forms production lines to DPS and streamline the range of items produced at our plants.
With the full-fledged advent of the ubiquitous society under way, marketing and other business functions are undergoing dramatic changes. In this environment, changes in the manner in which information is transmitted will not be as simple as the replacement of paper media with digital media. Rather, the strengths of each type of media will be combined. Toppan Forms has treated paper media and digital media as having the same function in information transmission. At the same time, we have built a system that can provide tightly integrated products and services extending from the processing of the data on the media into the optimal form to consulting and systems development capabilities that support new business ventures. We have also developed complete information management systems. I think that these comprehensive capabilities are our greatest strength. Also, our fields of business have an extremely high degree of interconnection, so we have an operational structure that gives rise to synergies among our fields of business.
Our fundamental strategy has two parts. We will build a solid customer base by making full use of our comprehensive strengths and taking a wideranging approach to the provision of information management services.
At the same time, by combining our original technologies with other advanced technologies, we will open up new fields of business in which we can establish a strong competitive edge.
The market environment in business forms is expected to remain difficult.
Business forms is the platform for the Company's growth, and therefore we must improve our sales and profits in this field. We will offset quantitative declines with the development of high-value-added products and with solution-based marketing. We will also reevaluate profitability and eliminate inefficiencies in production processes. Moreover, we will reinforce our profit foundation by aggressively promoting Form Management Services, which integrate the entire range of procurement management, not only business forms but also office supplies.
In office supplies, where sales are increasing each year, our Internet order placement systems are making a contribution to expanded sales channels.
Would you please outline Toppan Forms' strengths and fundamental strategy?
Q. A.
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What is the Company's medium-term strategy in business forms and office supplies? Q.
Previously, we had a very strong position in the DPS market, but new competitors have led to intensified price competition. In this environment, I believe that the ability to offer higher-value-added services and the ability to provide solutions that solve customers' problems will be the factors that determine success in this field.
We are considering a variety of options to raise added value in services.
One such initiative is the addition of full color variable printing to DPS. We could also enhance our provision of integrated solutions that extend from the delivery stage to post-delivery operations. By further developing these services into BPO (business process outsourcing) operations, centered on DPS, we could expand our operations by serving as a business partner to our customers.
As I mentioned, accompanying the advent of the ubiquitous society, business conditions are undergoing dramatic change. In consideration of future market conditions, we must enhance our business model. Digital media and IC-related areas will play key roles in determining the future structure of the Company's operations, and accordingly we will give them high priority in the allocation of management resources. At the same time,
we will aggressively pursue external alliances and establish a market presence as soon as possible.
In digital media related areas, we will emphasize development that anticipates timely themes, such as security, and work to develop a new business model through the integration of digital and paper media.
In IC-related products, we will endeavor to create new markets not only through the development and marketing of IC tags and IC cards but also through the provision of solution services tailored to the specific needs of each customer.
The effective use of external resources is extremely important from the viewpoint of strategic execution in the fields of digital media and ICrelated products, where rapid development is required. In particular, we are aggressively promoting alliances in the field of RFID with companies that have technology that complements our own.
We have an operational tie-up with FEC Inc., which develops and produces the MM chip -the world's first multiband IC chip. This tie-up involves developing and marketing products based on the MM chip. We are making progress with the development of applications that anticipate the emergence of a full-fledged market for RFID-based solutions.
In February 2004, we entered an agreement with Microsoft Corporation for the purpose of jointly providing RFID-related product and technical information to solutions providers. In the year under review, the operations based on this cooperative venture continued to take shape as we developed a payment system using contactless IC cards that is now in use at a theme park in Japan. In the retail industry, on which RFID technology is expected to have the greatest effect, we have completed the development of middleware and will soon begin full-fledged business activities. In the future, we will develop new technologies and products that draw on the strengths of both parties to continue to further bolster our information management system.
In the current fiscal year, conditions in the Japanese economy are expected to continue to pick up against a background of improvement in corporate performances and growth in consumer spending. On the other hand, an uncertain international situation and rising raw materials prices make it difficult to develop meaningful forecasts.
In the business forms market, we anticipate difficult conditions, with ongoing changes in the structure of demand and increasing raw materials prices.
In this setting, Toppan Forms will bolster its ties with customers, expand its customer base, and create new markets. At the same time, by bolstering our corporate constitution through operational structure reforms, we will work to improve our performance. We are forecasting net sales of ¥207.5 billion, operating profit of ¥15.6 billion, and net income of ¥9.5 billion. 
Business Forms
Expanding Our Territory
The structure of demand in the business forms market is changing. For example, companies are rationalizing their operations by integrating their information systems and making growing use of networks, and environmental conservation initiatives include measures to reduce paper consumption. As a result, the market for business forms is becoming more challenging each year. In this setting, Toppan Forms will reinforce its core business forms operations by increasing the added value of its products to achieve greater differentiation and by working to create new demand. On a base of its original business forms technology, Toppan Forms has utilized a range of advanced technologies to expand into new fields of business, and the Company will continue to implement this growth strategy in the future. In this section, we provide an overview of the type of fields that we are targeting for expansion.
T-PLAN Internet order placement system are available not just for catalogs, pamphlets, stationery, and supplies but also for business forms. Moreover, we are also promoting differentiation through the use of the know-how that we have acquired. For example, we provide consulting in such areas as the selection and improvement of form specifications and shapes and the management of mechanicals.
As companies strive to improve their administrative efficiency through the outsourcing of non-core tasks and to reduce their total costs by combining transactions, their needs for outsourcing services are steadily increasing. In response, Toppan Forms will make maximum use of its comprehensive strengths in the provision of a range of information-related products and services. In this way, we will aggressively develop our outsourcing services operations and establish a position as our customers' strategic partner.
Form Management Services
Territory 2.
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With Form Management Services, we provide an integrated range of Internet-based services that extends from order placement and inventory control to delivery management.
In the business forms market, which is contracting, one of the strategies that we formulated to expand our sources of revenue is the promotion of Form Management Services. In the past, our business model has involved developing new products and fields of business by adding value, such as functions and services, to our base of business forms. A typical example of that model is DPS, where we add to business forms such services as the processing and printing of data on the forms, insertion, sealing, and mailing. As with DPS, Form Management Services are centered on the provision of business forms combined with related value-added services. With Form Management Services, we offer integrated solutions to administrative tasks. This business model is aimed at enhancing customer retention, and we are promoting it on a Companywide basis.
Our integrated Form Management Services provide our customers with a gateway to our Internet order placement systems. These services include a procurement management system-covering order placement, inventory, and delivery management-and shipment to the customer's work site and
Data Print Services
As markets have changed and the outsourcing of non-core functions has expanded, DPS has become a growth field.
Moreover, the range of business activities that are being outsourced is expanding, and outsourcing needs are diversifying.
In this market environment, the success or failure of companies providing outsourcing services depends on their ability to respond to changes in the operating environment.
Toppan Forms has established a competitive edge in the DPS market by making full use of its comprehensive strengths, such as a broad lineup of products and services, robust production and security systems, and know-how in a wide range of industries. In recent years, we have worked to anticipate market changes and to retain customers through the provision of integrated DPS services that comprehensively meet their outsourcing needs.
DPS is an outsourcing service where we add value through business form data processing, printing, inserting and sealing, and mailing. While they are built around these fundamental processes, our integrated services are vertically integrated, extending from upstream tasks, such as planning and consulting, to downstream tasks, such as data input and database administration.
This service model can accommodate large volumes of material at one time while significantly increasing customer convenience for work that involves post-processing, such as the management of customer information after delivery.
College entrance exams are a good example. We print the application forms, distribute them to applicants, and then handle the receipt of the completed applications. Following the exams, we use DPS to distribute the results to the testtakers, and after admissions decisions are made we issue student ID cards. In this way, we use our know-how to provide services that are seamlessly integrated from beginning to end.
In these endeavors, the key to strategic development is cooperation among operating divisions.
Vertical Integration
Territory 1.
Our non-standard-size sales -promotion materials help customers to increase the effectiveness of their marketing activities. 
Horizontal Extension
Toppan Forms strives to support the marketing strategies of its customers with direct mail specification proposals.
We conduct a wide range of post-processing activities related to DPS, such as entering data and handling inquiries.
In Toppan Form's product lineup, digital media, such as the
Internet and e-mail, complement the paper media that comprise the Company's core business forms. As the digitization of information advances, the prominence of digital media is expanding at an accelerating pace. We are using the information processing and management techniques that we acquired in business forms to drive our growth in digital media. At the same time, we are striving to provide original solutions that leverage combinations of digital and paper media.
In recent years, the Internet has played an increasingly important role in information transmission, not only between companies but also between companies and consumers.
However, with information technology becoming more advanced and complex, it can be inefficient for companies to install their own IT infrastructure.
As a provider of outsourcing services, we are supporting the Internet strategies of our customers. We provide data management services utilizing dedicated servers as well as advanced data distribution services for such applications as data exchanges between companies, the provision of notifications to end consumers, and e-mail marketing.
In Windows is the operating system on almost all of the POS systems in the retail industry, so we expect this product to contribute to the full-fledged adoption of RFID.
The digital media and IC-related products fields are leading-edge sectors that were opened up by Toppan Forms.
However, the development of these fields is far from over, and in the future we will refine our original technologies and draw on other advanced technologies to foster further growth in digital media and IC-related products.
* RFID .Net Solution Center
This payment system, which uses contactless IC cards, has been installed in a theme park in Japan. 
RDSC Framework for Logistics
Business Forms Division
The Business Forms Division is organized into two major product categories: business forms and multimedia-and IC-related products.
Business Forms
In business forms, which have been the foundation for the 
Transport and delivery slips
However, demand continued to decline on account of corporate information system integration and networking, and prices continued to fall on account of changes in procurement practices. In addition, the prices of raw materials for paper rose. Market conditions were extremely challenging, and sales in this category declined 2.4%, to ¥93.6 billion.
In the year under review, in response to changes in the structure of demand, we worked to develop new products and improve existing ones. At the same time, we reinforced customer relationships by enhancing our service system and instituted a range of measures to improve profitability.
Product development and improvement initiatives
included boosting the recyclability of POSTEX ® sealed postcards featuring enhanced confidentiality achieved through the use of a re-releasable pressure-sensitive adhe-
sive. In addition, we improved product quality by making water-resistant recycled paper standard in all product lines.
To enhance our service system, we promoted Form Management Services, which entail the integrated management of office supplies. In this way, we took a comprehensive approach to business forms, office supplies, and accessories.
We also implemented a range of initiatives to improve profitability, including reevaluating procurement and sales prices, raising production efficiency, and improving labor productivity.
In related printing operations, sales were favorable, with a continued contribution from solid demand for business-forms-related printing, including catalogs, pamphlets, and mailing envelopes.
In non-IC cards, we conducted proposal-based marketing combining card sales with consulting and system development, and these efforts resulted in favorable sales.
Multimedia-and IC-Related Products
Multimedia-and IC-related products are a newer field of business that the Company is striving to develop into a driver of future growth. Accordingly, we are aggressively allocating management resources and pursuing external alliances as we work to develop original products and systems. In the year under review, sales in this category were up 35.9%, to ¥4.4 billion.
In digital media products, we are aiming to utilize synergies between digital-media-based marketing activities and our core field of business forms. To that end, we are developing systems and providing services that draw on the distinctive characteristics of web sites, e-mail, and cellular phones.
In IC-related products, we offer RFID products, such as IC cards and IC tags; systems that use RFID products; readerwriter units and other equipment; and card issuance services.
We have developed and begun sales of Audio Paper, the world's first paper-like product that can record and play back sound. This product's key feature-flexibility that approaches very close to that of paper-resulted from our
2.8%
IC tags These bar code labels can be applied directly to fruit. 
Data Print Services (DPS)
In DPS operations, the market environment was difficult in the year under review as competition continued to intensify, leading to declines in prices. We expanded our lineup of large sales-promotion materials, for which the direct mail market has grown, and worked in related operations, which extend from planning to post-processing activities. These efforts, in conjunction with a bolstered production system, led to new orders from financial institutions for the integrated outsourcing of notifications and printing. Also, personalized products created with full color variable printing also made a contribution to our performance. Sales rose 9.7%, to ¥47.1 billion.
success in reducing the product thickness to 0.75 mm from the previous limit of 5 mm. This advance was made possible by a combination of our original IC surface mounting technology, thin substrate production technology, and 0.5-mm, ultrathin paper batteries. Audio Paper has received considerable attention for its potential to expand the uses of paper.
In February 2004, we entered an agreement with Microsoft Corporation to provide product and technical information to system integrators and to conduct R&D. As one facet of those activities, we have jointly developed a payment system using contactless IC cards, which offer both low costs and stable operation, and this system is now in use at a theme park in Japan.
Data Print Services (DPS) Division
DPS is a comprehensive outsourcing service that involves editing and processing data entrusted to us by customers, printing the variable data on business forms using high-speed non-impact printers, inserting the forms into envelopes, sealing the envelopes, and mailing them. To differentiate our services from those of competitors, we are using our DPS printer peripheral software and equipment, which we developed in-house, and our security system.
DPS Division
27.8%
Personalized DPS was achieved through the use of full color variable printing technology.
The Fussa Plant boasts a stringent security system.
REVIEW OF OPERATIONS
Digital Print on Demand (DOD)
DOD is a system offering high-speed, programmable color printing of variable, digital graphics data created through DTP. Because the data can be easily changed, linking the system with a database enables the production of highly personalized direct mail, thereby facilitating more accurate marketing activities. Accordingly, demand for these services is increasing, and in the year under review sales rose 35.9%, to ¥5.0 billion.
OTHER BUSINESSES
The Other Businesses segment comprises the office supplies category and the equipment and services category, each of which complements Toppan Forms' printing business. Net sales in this segment rose 3.7% year on year, to ¥41.7 billion, or 22.0% of net sales.
Office Supplies
In the year under review, we enhanced our lineup of office supplies, which includes printing supplies and stationery, and broadened sales channels through an office supply procurement system that can rapidly meet customer needs.
As a result, sales increased 4.7%, to ¥24.2 billion.
Equipment and Services
Toppan Forms is building a total support system that complements the sale of business forms with the design, manufacture, and sale of peripheral equipment and related devices and the provision of maintenance services through Group companies.
In peripheral equipment, we offer processing equipment, such as sealers that process printed business forms into the shapes of envelopes and postcards. In card-related products, we market ID card color printers and systems for issuing membership cards and rewritable cards.
In our services business, we dispatch specialist staff to provide customers with system development assistance, principally with operational and maintenance issues. We also undertake a wide range of computer-systems-related administration and management.
In the year under review, sales in the equipment and services category rose 2.4%, to ¥17.4 billion, due to increased capital investment accompanying improved business sentiment.
Other Businesses
22.2%
O-TASCARRY Internet-based order placement system catalog Pressle Ace 2000
CORPORATE GOVERNANCE
With the need for effective corporate governance systems a focus of attention, Toppan
Forms' fundamental policy calls for the establishment of a fair, shareholder-centered management system.
Based on this fundamental policy, we have taken steps to promote rapid, fair decision making and to reinforce the supervisory function of the board of directors by reducing the number of directors and appointing outside directors. Outside corporate auditors have been appointed to the board of corporate auditors, which is conducting strict auditing of the administrative execution of directors.
Moreover, to further enhance our internal control system, we have created the Risk Management Committee and strengthened our compliance system with the establishment of an internal reporting system (Corporate Ethics Hotline). Our aim is to be a company that is trusted by customers, shareholders, and other members of society.
Outline of Corporate Governance System
Ⴇ Toppan Forms uses the corporate auditor system.
Ⴇ The Company has 14 directors, two of whom are outside directors. There are four corporate auditors, three of whom are outside auditors and two of whom, including one outside auditor, are full-time.
Ⴇ The board of directors meets once a month, makes decisions on important issues, and supervises administrative execution.
Ⴇ Managing directors' meetings are held once a month, prior to board of directors' meetings, and issues to be raised at the directors' meetings are considered and decided upon.
Corporate Governance System 
R&D Expenditure
In CONSOLIDATED BALANCE SHEETS The accompanying notes are an integral part of these statements. The accompanying notes are an integral part of these statements.
CONSOLIDATED STATEMENTS OF SHAREHOLDERS' EQUITY
CONSOLIDATED STATEMENTS OF CASH FLOWS
Toppan Forms Co., Ltd. and Consolidated Subsidiaries
The accompanying consolidated financial statements have been prepared from the consolidated financial statements of TOPPAN FORMS CO., LTD. (the "Company") filed with the Director of the Kanto Local Finance Bureau in accordance with the Securities and Exchange Law of Japan and its related accounting regulations, and in conformity with accounting principles and practices generally accepted in Japan, which are different in certain respects from the application and disclosure requirements of International Financial Reporting Standards. In addition, the consolidated statements of shareholders' equity, which are not required as part of the basic financial statements in Japan, are presented herein for additional information. In preparing these consolidated financial statements, certain reclassifications and rearrangements have been made to the consolidated financial statements issued domestically in order to present them in a form more familiar to readers outside Japan. Some information provided in the notes to the consolidated financial statements is not required under accounting principles generally accepted in Japan, but is also presented for the convenience of the readers.
The consolidated financial statements are not intended to present the consolidated financial position, results of operations and cash flows in accordance with accounting principles and practices generally accepted in countries and jurisdictions other than Japan.
The consolidated financial statements are stated in Japanese yen, the currency of the country in which the Company is incorporated and principally operates. The translation of Japanese yen amounts into U.S. dollar amounts is included solely for the convenience of readers outside Japan and has been calculated at the rate of ¥107= U.S.$1, the approximate rate of exchange on March 31, 2005. Such translations should not be construed as representations that the Japanese yen amounts could have been or could be converted into U.S. dollars at that or any other rate. Investments in all affiliated companies where shareholdings are more than 20% and where the Company has significant influence over operations, finance and management, are accounted for by the equity method.
Basis of Presenting Consolidated Financial Statements
The assets and liabilities of consolidated subsidiaries are incorporated into the financial statements at fair value, and the difference between the net assets at fair value and the investment amounts is accounted for as goodwill, which is amortized equally over the effective periods.
All significant intercompany balances and transactions, and unrealized profit included in assets have been eliminated on consolidation.
Overseas consolidated subsidiaries have adopted accounting principles generally accepted in their respective countries and no adjustments have been made to their financial statements on consolidation, as allowed under accounting principles and practices generally accepted in Japan.
(2) Cash and cash equivalents Cash and cash equivalents include all highly liquid investments, generally with original maturities of three months or less, that are readily convertible to known amounts of cash and, thus, are near maturity and present an insignificant risk of changes in value. (3) Financial instruments (a) Derivatives: All derivatives are stated at fair value, with changes in fair value being included in net profit or loss in the period in which they arise, except for derivatives that are designated as "hedging instruments". (b) Securities: Securities held by the Company and its consolidated subsidiaries are classified into four categories:
Trading securities are stated at fair value, with changes in fair value included in net profit or loss for the period in which they arise.
Held-to-maturity debt securities are stated at cost after accounting for any premium or discount on acquisition, which is amortized over the period to maturity.
Investments of the Company in equity securities issued by affiliates are accounted for by the equity method.
Other securities for which market price or quotations are available are stated at fair value. Net unrealized gains and losses on these securities are reported as a separate component in shareholders' equity at a net-of-tax amount. Other securities for which market quotations are unavailable are stated at cost. Subscriptions to investment business associations were included in other assets in the previous year. However, according to the amendment, they were classified as other investment securities for the year ended Gains and losses arising from changes in the fair value of derivatives designated as "hedging instruments" are deferred as an asset or liability, and included in net profit or loss in the same period during which the gains and losses on the hedged items or transactions are recognized.
Derivatives designated as hedging instruments by the Company are principally forward exchange and interest rate swap contracts. The related hedged items are trade accounts receivable and payable, and long-term debts.
The Company has a policy of utilizing the above hedging instruments in order to reduce the Company's exposure to the risk of exchange and interest rate fluctuations. Thus, the Company's purchase of hedging instruments is limited to, at maximum, the amounts of the hedged items.
The Company evaluates the effectiveness of its hedging activities by reference to the accumulated gains or losses on the hedging instruments and the related items from the commencement of the hedges.
Summary of Significant Accounting Policies
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Toppan Forms Co., Ltd. and Consolidated Subsidiaries (4) Inventories Inventories are stated at cost.
The cost of raw materials, supplies and purchased finished goods (supplies) is determined by the first-in, first-out method. The cost of purchased finished goods (machinery), finished products and work-inprocess is determined by the specific identification method. (5) Property, plant and equipment and depreciation Property, plant and equipment are stated at cost. Depreciation, except for buildings, is computed primarily by the declining-balance method at rates based on the estimated useful lives of the assets. Depreciation of buildings at overseas subsidiaries and those acquired by the Company and its domestic consolidated subsidiaries on or after April 1, 1998 is computed by the straight-line method.
Ordinary maintenance and repair costs are charged to income as incurred. Major replacements and improvements are capitalized. (6) Accrued bonuses to employees Accrued bonuses are provided for the expected payments of employee bonuses for the current fiscal year to those employees employed at the end of the fiscal year. (7) Accrued bonuses to directors Bonuses to directors are appropriated from retained earnings after shareholders' approval at the general meeting of shareholders held within three months of the fiscal year-end. These bonuses are generally not deductible for tax purposes. (8) Pension and severance plans The Company and certain domestic consolidated subsidiaries have entered into agreements with insurance companies and trust banking corporations covering employee pensions, for a defined benefit tax qualified pension plans and a non-contributory plans.
The Company and its domestic consolidated subsidiaries record their pension liabilities by deducting the value of the plan assets from the projected benefit obligation, and then adjusting for the actuarial difference. The unrecognized actuarial difference is amortized using the straight-line method over fifteen years (within the average remaining service period of employees when the difference is incurred) from the period following that in which it occurs.
Most overseas subsidiaries have defined contribution retirement plans which are available to all employees.
With respect to directors and statutory corporate auditors, provision is made for lump-sum severance indemnities based on internal regulations. (9) Income taxes Deferred income taxes are recognized using the asset and liability method. This method is used to recognize deferred tax assets and liabilities for the expected future tax consequences of temporary differences between the carrying amounts of assets and liabilities for financial reporting purposes and the amounts used for income tax purposes. (10) Leases Leases that transfer substantially all the risks and rewards of ownership of the assets are accounted for as capital leases. Leases that do not transfer ownership of the assets at the end of the lease term are accounted for as operating leases, in accordance with accounting principles and practices generally accepted in Japan. (11) Appropriations of retained earnings Appropriations of retained earnings are reflected in the financial statements in the year they are approved at the general meeting of shareholders. (12) Foreign currency translation The assets, liabilities, income and expenses of foreign subsidiaries are translated into Japanese yen at the applicable current rates at the year-end. The translation of assets and liabilities denominated in foreign currency at the year-end is made at the current rate. Exchange gains and losses resulting from foreign currency transactions and translation of assets and liabilities denominated in foreign currencies are included in the consolidated statements of income. (13) Treasury stocks Treasury stocks are stated at cost as a separate component of the shareholders' equity in the accompanying consolidated balance sheets. (14) Recently issued new accounting standards On August 9, 2002, the Business Accounting Council in Japan issued "Accounting Standard for Impairment of Fixed Assets". The standard requires that fixed assets be reviewed for impairment whenever events or changes in circumstances indicate that the carrying amount of an asset may not be recoverable. An impairment loss shall be recognized in the income statement by reducing the carrying amount of impaired assets or a group of assets to the recoverable amount which is measured at the higher of net selling price and value in use.
The standard shall be effective for fiscal years beginning April 1, 2005. However, earlier adoption is permitted for fiscal years beginning April 1, 2004 Transactions with non-consolidated subsidiaries and affiliates were immaterial.
Accounts Balance and Transactions with Related Parties
The following is certain information relating to the aggregate book carrying amount and market value of securities in fiscal year 2004. (i) "Held-to-maturity debt securities" whose market price or quotations are available. ................................................................................................................................................ ................................................................................................................................................ The Company and certain domestic consolidated subsidiaries have entered into agreements with insurance companies and trust banking corporations for defined benefit tax qualified pension plans and noncontributory plans to cover employee pensions. The pension plans provide for annuity payments (or a lump-sum payment at the employees' request) over ten years, based on the length of service and salary at the time of retirement for employees with at least twenty years of service. The plans also provide for lump-sum payments to employees who have served less than twenty years. The Company contributed certain marketable equity securities in 2001 to the employee retirement benefit trust. These are included in "Plan assets at fair value" above, and amounted to ¥1 The Japanese Commercial Code provides that:
Pension and Severance Plans
(1) Upon a resolution of the Board of Directors, appropriations of interim cash dividends and the related transfer to the legal earned reserve as described in (3) below, can be made from unappropriated retained earnings brought forward; (2) All other appropriations of retained earnings, including year-end dividends and bonuses to directors and statutory corporate auditors, require approval by the shareholders at the general meeting of shareholders; and (3) An amount equal to at least 10 per cent of cash dividends and other cash distributions paid by the Company from retained earnings must be appropriated from retained earnings as a legal earned reserve; no further appropriation is required when the combined amount of the capital reserve and the legal earned reserve pursuant to the Japanese Commercial Code equals 25 per cent of the stated capital. Research and development expenditure, which is charged to income when incurred, and is included in the cost of sales and selling, general and administrative expenses, amounted to ¥2,246 million, ¥2,264 million and ¥2,106 million ($19,608 thousand) for the years ended March 31, 2003 March 31, , 2004 March 31, and 2005 
Research and Development Expenditure
The amount of treasury stocks is stated at cost and is presented as a separate deduction item in the shareholders' equity. The Company has acquired treasury stocks of 149,000 shares and 145,000 shares for the fiscal years ended March 31, 2001 and 2002, respectively , in order to prepare for exercising stock options granted to certain directors and certain employees with the approval of the ordinary shareholders' meetings.
Effective from October 1, 2001 , the Company is allowed to acquire its own shares to the extent that the aggregate cost of treasury stocks does not exceed the maximum amount available for dividends. On June 27, 2002, the ordinary shareholders' meeting approved (1) the company's acquisition of its own shares with a limit of 2,000,000 shares whose value is limited to ¥5,000 million until the date of the next ordinary shareholders' meeting, and (2) the granting of stock options to purchase newly issued shares with a limit of 200,000 shares to certain directors and certain employees.
In accordance with this approval, the Company decided to grant certain directors and employees stock options of 1,510 units, equivalent to 151,000 common shares with an exercise price of ¥2,131, and acquired treasury stocks of 151,000 shares in order to prepare for exercising those stock options in July 2002. In addition, the Company acquired treasury stocks of 165,100 shares in April 2003.
On June 27, 2003, the ordinary shareholders' meeting approved (1) the company's acquisition of its own shares with a limit of 2,000,000 shares whose value is limited to ¥2,300 million until the date of the next ordinary shareholders' meeting, and (2) the granting of stock options to purchase newly issued shares with a limit of 200,000 shares to certain directors and certain employees.
In accordance with this approval, the Company decided to grant certain directors and employees stock options of 1,570 units, equivalent to 157,000 common shares with an exercise price of ¥1,255, and acquired treasury stock of 134,900 shares and 22,100 shares in order to prepare for exercising the stock options in July 2003 and in August 2003 , respectively. On June 29, 2004 , the ordinary shareholders' meeting approved (1) the Company's acquisition of its own shares with a limit of 2,000,000 shares whose value is limited to ¥3,200 million until the date of next ordinary shareholders' meeting, and (2) the granting of stock options to purchase newly issued shares with a limit of 200,000 shares to certain directors and certain employees.
In accordance with this approval, the Company decided to grant certain directors and employees stock options of 1,820 units, equivalent to 182,000 common shares with an exercise price of ¥1,575 per share, and acquired treasury stock of 182,000 shares in order to prepare for exercising the stock options in July 2004.
The stock options of 290 units and 50 units, equivalent to 29,000 and 5,000 common shares with an exercise price of 1,255 per share, were exercised in August 2004 and in November 2004, respectively.
Treasury Stocks
The following is the status of treasury stocks purchases and the balances of treasury stocks held by the Company as of March 31, 2002 March 31, , 2003 March 31, , 2004 March 31, and 2005 . Leases that transfer substantially all the risks and rewards of ownership of the assets are accounted for as capital leases. Leases that do not transfer ownership of the assets at the end of the lease term are accounted for as operating leases in accordance with accounting principles and practices generally accepted in Japan.
Certain information on such lease contracts of the Company and its consolidated subsidiaries, as a lessee, is shown below:
Leases
The Company and its consolidated foreign subsidiaries utilize derivative financial instruments selectively to hedge foreign exchange risk and floating interest exchange risk.
As of March 31, 2004 and 2005, there are no contract amounts outstanding for derivatives except for those held for "hedge accounting" purposes as described in Note 2 (3) (c) above. 
Derivative Financial Instruments
Segment Information
The following are the number of common shares to be granted. The stock options to purchase treasury stocks and to purchase newly issued shares will have a dilutive effect only when the average market price of common stocks during each fiscal year exceeds the exercise price of these options. Notes: a) Segment information by business activity is determined by considering the product line, the product market and the management control of the business. b) Main products of each business segment: i) Printing business: Printing of business forms and data printing services. ii)Other businesses: Sales of supplies and equipment related to the printing business, business information operating services and other. c) Corporate expenses mainly include the administrative expenses of the Company. d) "Assets" mainly include the short-term deposits and long-term investments of the Company.
(2) Geographic Areas Geographic information on consolidated subsidiaries located in countries or regions outside of Japan is not presented since the sales and assets of the Company and its consolidated subsidiaries located in Japan exceed 90% of consolidated sales in total and consolidated assets in total. conformity with accounting principles generally accepted in Japan. These financial statements are the responsibility of the Company's management; our responsibility is to express an opinion on these financial statements based on our audits. We conducted our audits of these statements in accordance with auditing standards generally accepted in Japan which require that we plan and perform the audit to obtain reasonable assurance about whether the financial statements are free of material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements, assessing the accounting principles used and significant estimates made by management and evaluating the overall financial statement presentation. We believe that our audits provide a reasonable basis for the opinion expressed above. 
